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What Should Be Done about 
the Federal Budget? 


Mr. Bioucu: Three weeks ago President Truman proposed a budget 
totaling forty-two billion dollars. That is two billion dollars more than 
for the current fiscal year and eight billion dollars more than for the 
fiscal year 1948. What should we do about this budget? 

Senator Taft, what comparison can we make between this 1950 pro- 
posed budget and the 1948 and 1949 budgets? 


SENATOR Tarr: When the President proposed a budget of about thirty- 
four billion dollars of cash expenses for fiscal 1948, it was considered a 
‘very high budget for peacetime purposes. Now this year, two years later, 
he proposes a budget in which we are going to spend eight billion dollars 
more than we spent in the year which ended the first of last July. It 
seems to me that any such proposed increase should be subject to the most 
severe examination and criticism. Of course, the increase arises largely 
out of the foreign situation. The increase in the defense budget is about 
3.3 billion and the international budget about 2—or 5.3 billion together. 
But there is an increase in every other activity of government, just as well 
as there is in the international field. 

My own feeling is that this budget should be definitely reduced this 
year, that we are trying to do too many things at one time. Surely the 
expense for defense and for international services, which runs up to some 
twenty billion dollars, is not going on forever; and it seems to me that we 
have to wait on some of the other increases until we can see how that 
general field can be decreased by relieving of the international pressure. 


Mr. Bioucu: How does this look to you, Galbraith? 


Mr. Garsraitu: It is well, I think, to have before us right at the outset 
a pretty good view of how this budget is divided up. About 76 per cent 
of the forty-two-billion total is accounted for by four items: national 
defense, which amounts to about one-third of the whole budget; inter- 
national affairs; veterans’ expenditures; and interest. Only 24 per cent is 
accounted for by all the other activities of government—activities ranging 
from the maintenance of the Panama Canal to the development of 
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Alaskan resources. And it follows, it seems to me, that if we are goin 
to talk about cutting the budget, we will have to talk about cutting it 1 
the large items rather than in the small ones. That is a matter of mathe- 
matics. I might say that I have some doubt as to whether it can on 
will be cut. 


Mr. Bioucu: That “all other,” then, is about ten billion dollars; and 
almost nine billion dollars of that is in five areas alone: social welfare 
natural resources, agriculture, transportation and communication, an 
general government. And so we boil this budget down to three-fourths 
or more military and almost all the rest in certain fairly major categories. 


Mr. GatsratrH: That is right. I think that we should at the beginning: 
graduate from what it seems to me has been the practice in budget-cut- 
ting these last two years—a practice that Mr. Taber has made somewhat 
famous—of hoping to save several billion dollars, for example, by cutting: 
the Bureau of Labor Statistics, which spends only six or seven millions. 


Senator Tart: But I deny the implication that these four large items: 
are not subject to cut. Interest on the public debt probably is not, but 
certainly the military budget is. There is also no reason why the foreign- 
aid budget should be absolutely sacred. Mr. Hoover’s Commission has: 
shown that the expenditures for veterans’ hospitals in the veterans’ budg- 
et is at least open to question. 


Mr. GarsrairH: Let me interrupt there, though. The budget does 
actually cut those expenditures for veterans’ hospitals, certainly. 


Senator Tart: My understanding is that it still leaves a very consid- 
erable increase above the program which the President announced a 
short time ago. 


Mr. GarsraltH: My understanding from reading the budget is that, 
before it was sent to the Hill, there was a very substantial reduction as 
compared with the proposed program of veterans’ hospital construction. 


Mr. Bioucu: Senator Taft, you say that the budget is too big and all 
that. How do you measure “too big”? After all, we have two hundred 
and twenty-four billion dollars of national income in this country. 


Senator Tarr: I would not question the fact that each of these pro- 
grams in itself is probably a good thing. The question is: Can we afford 
to do them all at once? The government is not unlike a family. The 
family would like to buy everything it sees, but a family cannot do it all 
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at one time. Today, the President contemplates that we are going to get 
forty-one billion dollars from taxes, and then he wants four billion more ' 
taxes. That is forty-five billion in federal taxes, and then the states and 
localities take fifteen billion. That is sixty billion dollars. If the national | 
income is two hundred and twenty-four billion, that is about 27 per cent 
of the national income. When we get that high, certainly at some figure | 
there is a point at which that tax burden is so heavy and paid so largely) 
out of the operation of private enterprise that you remove the incentive } 
for people to go into new things, to develop old things, and you have: 
such a weight on the economy that gradually things are not done by) 
private enterprise which ought to be. Then the government steps in. The ; 
thing has a cumulative effect, until the government gradually absorbs; 
all activities. I think that we ought to fix a figure beyond which we do) 
not want to go. Then let us spend in accordance with our means, as} 
everyone else in the world has to do. 


Mr. Gatsraitu: I want to ask the Senator a question. It seems to me: 
that this question of incentives is important. I am wondering why you! 
think of the present level of taxes as being at the breaking point. I recall, , 
for example, that during the 1930’s, when the total tax bill was only: 
about a quarter of what it is now, there was general concern (you may) 
have expressed it yourself) that the breaking point had been reached.. 
Have we reached the situation where we are always at the breaking: 
point, Senator Taft? 


SenaTor Tart: I think that we have got to a point.... 


Mr. Garsraltu: If so, it seems to me a very discouraging thing for: 
the future of capitalism, if we are always at the breaking point. 


SENATOR Tart: I think that it is. I think that the incentive of capitalism 
is practically stopped throughout most of the countries of the world and! 
that this is one of the few places where it still remains. We are carrying: 
today a load of something like 25 per cent. The President wants it still! 
higher. Now, then, a very slight falling-off in income will make it still! 
higher and more burdensome. While we are in an inflated economy, it! 
is easier to stand the burden. But even today there are many respects in: 
which capital is not being invested where it should be invested. We: 
have difficulty getting people to put money into new enterprises today 
because of the high personal tax rates. 


1390N8 JHE 40 NYIYNG 
gyosodary X0j wey opajrxy sydyer0y 


Sie: 


Ayysres- quiten : 


— 


“4 
al a 
ry 
=. 
=] 
r=) 
2 


sorry somo B 
par su 


zo. 
a 
= 
ad 
Celts 
Ba = 
Gi 
= 
=a 
= 


PEERECEERERECERREEDETEEV COLE LD UL LEER PEYEEEEEEDEPELEPE EPL O Cr} 


240 )10g 50 suomi 


x 


sonny esjerg Bars 


rue QGGT waver : : 


BE 


soinjipuedxy pue sonusrey 
3e8png jesopes 


6 THE UNIVERSITY OF CHICAGO ROUND TABLE 


Mr. Broucu: After all, however, this money that the government i 
taking out of the economy does not stay some place. It is paid back in| 
It is estimated that in 1949 total cash payments will be about forty-four 
billion dollars. Of that, federal salaries will be about eight billion dollars; 
which, I think, will come as a surprise to most people who think that al 
that the government spends is on salaries. And the government will buy 
about ten billion dollars in the open market from the business com} 
munity. And then there will be transfer payments—that is, paymenty 
made by the government to people, who have the opportunity of spend: 
ing them any way that they want in the private capitalistic society) 
abort fourteen billion dollars. Examples of these transfers are farm-sup| 
port payments and payments to veterans. And then about 7.9 or 8.0 bil 
lion dollars goes for international, which is, again, spent on our owr 
business and agricultural production. And about 2.3 billion dollars is aic 
for states and localities. Now, it seems to me that those are stimulants te 
business and that that is very important. 


Senator Tart: Oh, I do not think so at all. These are taxes. Regardles 
of how you put it, forty-two billion dollars is collected in taxes. Thay 
comes out of productive enterprise. There is a certain duplication, | 
admit; you have to deduct something from the whole thing. To some 
extent a small part of government expenses is for productive enterpris 
But that productive enterprise is burdened to pay the government opera 
tions which give services but which in no way increase the genera 
standard of living or the product of goods on which people live in the 
United States. 


Mr. GatsratrH: Blough, it seems to me that we are obliged here to dec 
everything we can to cheer up Senator Taft about the future of capitalism: 


Senator Tarr: I am not cheered up, because I have been in Europ 
where capitalism is practically dead. Nobody in Europe today has the 


incentive to go out and even repair his own senate and he is not doing 
it today. 


Mr. Buoven: Is that due to taxes? 


Senator Tarr: Well, it is largely due to taxes. It is due to the remova 
of the incentive to do that, and taxes remove that incentive if they go toc 
high. As to what that point is, I agree, maybe 27 per cent of the nationa: 
income is all right. But we are getting certainly very close to the point 
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There is a point at which taxes will be so high that the private system can 
no longér carry the dead weight of the rest of the system. Even if a little 
of it is a live weight, they still cannot carry it. 


Mr. Bioucu: A lot of it is alive. 


Mr. Gatsraitu: I still want to cheer you up, Senator Taft, if I possibly 
can. What is the difference between a public investment in a road, for 
example, and a private investment in a railroad? Do they not both add 
to natural wealth? 


Senator Tart: The road has to be maintained continuously by the tax- 
)payer, and it increases the burden of taxes levied on people who do not 
use the road as well as those who do. The tax to keep it up is levied on 
the general productive system. A railroad earns its own way. The people 


‘pay for it who actually travel on that railroad. 


Mr. Garsrarra: Then you would be in favor of improving the rail- 


roads and not improving the roads, if you follow that point through. 


Senator Tart: Oh, no, I am in favor of improving the roads, too. I am 
not going to eliminate forty billion dollars of government expenses. I 
‘simply say that we have to be economical about it and that we cannot 


: make the burden so heavy as to kill the rest of the system. 


_ Mr. Garerartu: But I am trying to make the point, which seems to me 
rather an important one, that there can be and are public expenditures 
which in their own way are as productive as private expenditures. 


Senator Tart: Oh, I think that there are such expenditures, but in 
general it is not so. What about the fifteen billion dollars of military 
expense? I think that everybody agrees that a military budget is a dead 
weight on the economy. And there are many other federal expenses 
which—even ‘if they are justified, even if they are good things—still 
operate as a deterrent on the expansion of private industry. Private 
industry can expand successfully bearing a certain amount of that weight. 
But I claim only that when you get up toa point where you are spend- 
ing sixty billion dollars and taking that out of the productive economy, 
you are getting close to the danger point of killing all incentive. 


Mr. Bioucu: Then, Senator, I guess that it is up to you to start telling 
us where to cut this budget. Since it is high and is going to ruin the enter- 
prise system, what shall we-do about it? 
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HOW BIG IS THE DEBT? 
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Based on existing tax legislation (source: Proposed Federal Budget of 1950). 


Senator Tart: In the first place if you want to cut a budget, you hav 
to have somebody at the head of the government who wants to cut it. 
And I have not seen any evidence that Mr. Truman does. I have not 
heard in any speech which he has made any pleas for economy or an 
particular interest in eliminating waste. That is the first requirement. 


Mr. GatsraltH: I do recall, Senator, that he sent in a fifteen-billion- 
dollar limit on military expenditures. 


Senator Tarr: Yes, even President Truman cannot be pushed too far, 
and I give him full credit for his placing of an over-all limit on militar 
expenditures. 


Mr. Bioucu: As I hear it, the Bureau of the Budget was extremel 
tight this year on the various departments and their departmental 
requests. 


Senator Tart: That may be, but they are all getting a lot more mone 
than they got two years ago, and we could sometimes wait a little for th 
good things of life. 


Mr. Garsraitu: I am tempted to suppose that I should make now 
political speech in defense of Mr. Truman, but, since he has shown som 
capacity for taking care of himself in those matters, I am going to pass 


over a political reply and ask you, Senator, to get down to the partic- 
ular cuts. 


Senator Tart: For instance, there are a good many new things in th 
President’s budget. To start with the Hoover Commission report, I un- 
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COMPARISON OF RECEIPTS AND EXPENDITURES 
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t Beestand that that report estimates that from two to three billion dollars 
ih can be cut from the budget without injuring the efficiency of the govern- 
_) ment. I hope that that report may be adopted as a whole. Some of it 
perhaps comes out of the military; but, looking at our military budget, 
‘|there are eight hundred million dollars for universal military training, 
‘there is an increase in strategic material from three hundred and fifty 
t'to five hundred and fifty million and other new military programs of 
) about three hundred and sixty-five million. I believe that a billion dollars 
,;can be cut from the military budget. 
There are other things. The housing and education plans I am for, but 
I think that, in both cases, they have overestimated the amount which 
can be spent in 1950, moving ahead as rapidly as you can. 


| Mr. Garsrarr#: You would like to have these programs, but you 
would not like to spend money on them? 


! Senator Tarr: I think that it will take longer to get started, under 
any circumstances, in both of them, than is estimated in this budget. 
| That would make a difference of a few hundred million dollars. 

Mr. GatsrairH: But you are willing to pay the appropriations which 
jare necessary to get those programs under way. I would like to button 
“that up. 
} 


SENATOR Tart: Yes. I believe that the one thing in which we have fallen 
| behind is social welfare programs. On the other hand, public works has 
\ been increased in two years by over one billion, two hundred and fifty 
‘million dollars at a time when the general economical advice—the 
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President’s own advice on the budget—is that public works ought to be 
held down until we have something of a falling-off in private con- 
struction. | | 

‘Mr. Gatsrarru: Let me interrupt on that particular point on public: 
works. I see from the budget the figure, which I assume to be correct, that! 
90 per cent of the expenditures for public works are for carrying on) 
projects which have already been started. Would you urge the stopping: 
of work which is under way—the stopping of work on dams, on flood! 
control, on rural electrification? : 


Senator Tarr: No, but there is the question of how fast you go. There: 
are a few places where you have to go fast to be economical. It is not. 
generally true. We are proposing to spend in 1950 three billion, two: 
hundred and sixty million dollars on public works. Put on top of the 
very high private construction plans, that is likely to force up the price of 
building materials; and certainly every economist, right or left wing, says: 
that we should save public works to come in when we see some evidence 


of a depression. 


Mr. Gatpraitu: Speaking for the economists who go right down the 
middle, I still want to come back to my question. Are you willing to 
stop public works projects which are under way? 


SENATOR Tart: If I were President, I would slow up the public works 
program, yes, so there would be no increase in public works expenditures 
while we have these tremendous foreign and war expenditures. 


Mr. GatsralTH: But not stop any? 


Senator Tart: I do not think that I would stop any altogether, but the 
question is whether you can do it just as efficiently without spending so 
much money so fast if you wish to do so. 


Mr. Bioucu: Senator, are you through now? 


SENATOR Tart: There are the six hundred million dollars in the inter- 
national program, some of it for China, which have not been authorize 
yet. I question very much whether you cannot make substantial savings: 
in the general international program, which has now reached a figure 0 
some six billion, seven hundred million dollars. There is the agricultur 
department with a 1.1 billion increase over two years ago. I see som 
increase for support prices,’ but that accounts for only half the increase. 
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here is the Atomic Energy Commission up two hundred and fifty 

illion over this past year. I do not know enough, I cannot go into each 
tem enough, Galbraith, to say that this must be done; but I say that, 

hen you add those up, you can find five billion dollars which are at least 
pen to question. And, in my opinion, if we want to-do so, we can, as I 
said before, take three billion dollars off the planned budget without 
uny serious interference with the welfare of the United States. 


Mr. GatpralTH: Let me just say a word by way of general comment. 
[ think that it should be remembered that Senator Taft has been engaged 
na fairly easy exercise, that is, of taking item by item and saying that it 
can be cut. We should all recall that it is a good deal more difficult when 
t comes to any given specific item. 

There are one or two points where I would agree with him. Not for 
easons of economy, but for reasons of national security, I would be in 
favor of cutting out the item for UMT—universal military training. 
That is because I do not happen to be in favor of universal military 
‘raining. But it does seem to me that when one comes to any given item 
in this budget, or any budget, one very rarely finds things which are 
useless. One has.to come up against high decisions, like cutting down or 
stopping the work on some public works project, rural electrification, 
abandoning support prices, or lowering them so that the agricultural 
commitment is reduced, or doing something else. 


- Senator Tarr: I reject that reduction of farm-price supports, because 
I think that we are under an obligation on that, as I think we are for 
some of the veterans’ payments. 


) Mr. Broucu: Will the people back home support cuts of the kind about 
which you are talking? 


. Senator Tarr: Can you put this question up to me? It is a political 
question. If the President says, “I want to spend this money and insist 
upon it,” Congress is not strong enough to stand up against him, either 
for political reasons or for others. You are quite right. What I am saying 
is what ought to be done in this country, what ought to be done by a bi- 
partisan economy program, if you please. With the President recom- 
mending it, I think that Congress would stand by it. But I agree that it 
is a politically doubtful thing whether Congress will economize over the 
head of the President. © 
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Mr. Gatsraltu: I gather in your case, Senator—and I do not think that 
anyone has ever doubted your courage—that you would even be reluctant 
to stand up for a reduction in farm-support prices. 


Senator Tarr: We are obligated now with the bill which we passed 
last year to carry through those support prices. That was the promise 
made, so to speak, for this year 1949 and, I would say, for 1950. I would 
not want to back out on that promise any more than I would on the 
promises to the veterans on education and the like. This increase in the 
agricultural budget over two years ago is more than half of that; half a 
billion dollars is outside the support-price question. 


Mr. Bioucu: Galbraith, you did not seem to be too happy about the 
military budget either, and yet it would appear that it is going to be very 
hard to get that down. What methods, if any, might there be to try ta 
keep some control over the military budget so that we laymen would not 
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feel that the military people can tell us just what they have to spend and 


_ that we must go along in order to save the country? 


Mr. GatpraltH: I would even go so far, if I am forced, as to agree with 
Senator Taft on specific matters; and that is one of them. I am myself 
uneasy about the way the funds are being used by the military estab- 
lishment. My uneasiness, I must say, was greatly increased by the charges 
of waste which were levied against the military establishment by the 
Hoover Commission—a report, which, if you have read, makes rather 
categorical statements about waste. I do not think, in the interests of 
national security, that much can be done by cutting appropriations. | 
think, however, that a great deal can be done by keeping under better 
supervision the way in which the appropriations are spent. If the Hoover 
Commission has made anything clear, it is that we need much stronger 
civilian supervision over the use of defense expenditures. 


Mr. Broucu: Senator, you were talking about possible cuts of up to 
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- five or five and a half billion dollars, but I gather.that you did not really 


think we were going to be able to go that far. 


SenaToR Tart: I was only suggesting, Blough; there are many others | 


I did not suggest. There is hardly a department of the government of 
the United States, I believe, that could not be run somewhat more 
economically. 


Mr. GaxprairH: But, Senator, surely that is true of all human activity. 
Is your office run at absolute peak efficiency? 


Senator Tart: I do not think so, no. I think that the legislative 
branch could save 10 per cent of its pay roll, just as much as I think the 
executive could; and if you save 10 per cent of the executive pay roll, you 
have a couple of billion dollars right at that level. 


Mr. Garsrartu: I would hate to call you of all people utopian, but it 
seems to me that you are being utopian in asking for absolute peak 
efficiency in the United States government. 


~Mr. Broucu: Especially by the method of just cutting its appro- 
priation. 


Mr. GatpraltH: By cutting 10 per cent of an appropriation and assum- 
ing that the most inefficient 10 per cent will be cut off. I do not think 
that that is a reasonable assumption. 


SeNnaTor Tart: But I do not know why you aim this at Congress. It is 
the President who runs the administrative end of the government, and 
those are the people who can cut. I agree that the people at the head of the 
department are the only people who can really make an efficient cut in 
the administrative force of a department. I quite agree. And if we do not 
have their cooperation, you cannot blame it on Congress because of the 
excessive expenditures. 


Mr. GarsrairH: I was only inferring that you were saying that by a 
10 per cent cut you would eliminate all the most inefficient employees in 
the government; and I do not think that that follows. 


Mr. Bioucu: President Truman believes that we are going to have a 
deficit as a result of this budget, and he wants an increase of four billion 


dollars in taxes. ou you go along with that and approve it, Senator 
Taft? 


| 


| 
| 
| 
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_Senator Tart: Only under one circumstance, and that is that at the 
end of this session, if Congress actually has clearly appropriated more 
money than is coming in, we are going to have to balance the budget, 
T agree. But I think that that certainly ought to be put off until we know 
whether the expenditures are there. The moment that an increase in 
taxes is made, it is an invitation for more spending rather than less. 


Mk. Broucu: But is not this peak of employment and very high busi- 
ness activity just the time when we ought to have a big surplus instead 
_ of knifing the surplus and threatening ourselves with a deficit? 


SENATOR Tarr: We ought to have a surplus. The President estimates 
a deficit of eight hundred million dollars. But two years ago, at least, he 
estimated a surplus of 1.2 billion, and we came out with a surplus of 


8.4 billion. 


Mr. Bioucu: We also came out with a substantial increase in the price 
level and inflation. 


Senator Tarr: Oh, yes, that is true; but, in general, somebody in the 
_Administration has consistently underestimated receipts and overesti- 
mated actual expenses: both ways. I think that that is true also in the 
1950 budget. 


Mr. Bioucu: Then you are really estimating that there will be more 
inflation. 


SENATOR Tart: No, no, no. I estimate that he has underestimated the 
receipts and overestimated the actual cash expenditures. He has done it 
every time for the last three years, so I do not know why you cannot 
assume it is done now. : 


Mr. GarsrairH: I would like to remind you of one statistic, Senator, 
just for the record. In 1932 President Hoover overestimated receipts by 
something like 60 per cent. This is not something which is confined to 
any particular administration. 


Senator Tart: That is correct. But we have the right to make our own 
estimates. I estimate a small surplus—a couple of billion dollars in 1950— 
and if we made these cuts, we would have a aie big ee four or 
five billion dollars, which I think is sufficient. ' en 
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Mr. Bioucu: Senator, do you think that this budget problem is a 1950 
problem? Are we going to be over the hump then and no more trouble? 
Or are these programs which are being recommended likely to get more 
expensive rather than less expensive? 


Senator Tart: I certainly am most hopeful that this military expendi- 
ture of fifteen billion and foreign aid of six and a half is not going to 
remain at anything like that figure in the long range, so that we can 
reduce the total budget and still increase the social welfare and other 
things which I think should be spent here in this country. 


Mr. GatsraitH: Had you been President, Senator Taft, how much 
would the military budget have been this year? 


SENATOR Tarr: That I am afraid I cannot possibly tell you, Galbraith. 
I am no expert on it. I think that it would have been less than the fifteen’ 
billion that was presented. 


Mr. Broucu: The health, education, housing, medicine programs, 
and so on will not decline in expensiveness as the years go by, will they? 
You can expect them to go up very considerably. 


Senator Tarr: One of my concerns is that if you carry out all pro- 
grams which the President is recommending and if Congress authorizes 
them, I figure that the UMT in the end will cost four billion a year, 
socialized medicine another four, about four more for social security, 
two or three for foreign investment and foreign arms, and a bigger mili- 
tary budget. I figure about sixteen billion additional money, within 
another three years, if we follow the President’s general program. 


Mr. GatpralTH: But you would concede, sir, so far as some of those 
welfare expenditures or the great majority of those expenditures, that 
they do reflect the real desire of the people of the United States. 


SENATOR Tart: They reflect my desire. I think that we ought to be 
spending more money on the welfare of our own people than we are 
spending today, and I hope that we may not have to spend so much on 
the welfare of foreign people. 


Mr. Bioucu: Then, we have looked at this budget for a little—not very 
much for such a big budget—and come to no very important conclusion 
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xcept that we would like to see it cut. We think that this budget is 
probably the major problem of this session of Congress. 


F Senator Tart: I think that unless we do something about holding 
government down, we are actually going to kill the whole system which 
produces the very taxes which we are trying to get. 


Mr. Gatsrairu: I hate to see you so depressed, Senator Taft. 


iain 
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ON DEBT POLICY* 
By HENRY SIMONS 


| 
| 
| 
| 
I HAVE never seen any sense in an elaborate structure of federal debt. 
The national government must, of course, provide and regulate the cur+ 
rency—a task it has never faced. It may perhaps, on some occasions, 
properly borrow money; that is, open-market operations are a conven- 
ient, traditional, and perhaps desirable temporizing means of currency 
regulation. | 

On the other hand, it is essentially improper and undemocratic: 
(Schachtian) to confuse issues by proposing and using a miscellany of 
debt forms. In wartime and in peacetime we should issue currency and 
(or) bonds. We should never disguise currency as bonds or conversely. 
Moreover, every issue of bonds should be primarily an announcement 
of prospective tax increases. (The converse here is not valid, since debt 
retirement may and should proceed secularly, at least if bonds are out- 
standing in excess of the amounts necessary to facilitate open-market 
measures.) Bond issues are properly a means for checking incipient infla- 
tion and are, like currency issue, a means especially pel suited for 
prompt action by administrative rather than by legislative action. 

Bonds, as the antithesis of money, here denote consols or perpetuities, 
that is, obligations without either maturities or “call” features. In the 
good financial society bondholders could liquidate only by open-market 
sales; the Treasury could sell only one interest-bearing debt form and 
only by open-market sale; and it could retire such debt only by paying 
the current, free-market price. (There would, of course, be no bonds 
save those of the Treasury or, at least, no trading of private debts on 
organized exchanges; but sane government finance obviously need not 
wait for sane reform in private corporate finance.) 

There is little hope for sound monetary-fiscal policy under represen- 
tative government if our representatives persist in confusing everybody, 
including especially themselves, by issuing moneys, practically moneys, 
and near-moneys under other names. Trying to steer a path between 


* Reprinted, by special permission, from Henry Simons, Economic Policy for a i 
Society (Chicago: University: of Chicago Press, 1948), pp. 220-30: 
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1obias about paper money and terror of high interest costs, they create 
ily fiscal bedlam and intolerable monetary uncertainty. 

The community is now almost persuaded, on Treasury authority, that 
can, with the same dollars, buy ammunition to make things hot now 
r Germans and refrigerators to keep things cool later on at home. 
conomists may be less credulous; but their relevant persuasions cannot 
said to have escaped the confusion which bad fiscal practice invites. It 
indeed difficult for anyone to think quite straight about equipment- 
ust certificates issued to pay either for war materials or for food distrib- 
ed to the unemployed. 

The issues here come to focus upon the problem of interest rates. 
nould the Treasury offer better interest terms to its lenders now? What 
iterest rates should be offered after the war, when and if we clean up an 
wful mess of debt by consolidations and refundings? If wartime bor- 
ywing, like wartime (non) taxation, is beyond repair for the duration, 
ostwar financial measures cannot yet be dismissed as unalterably deter- 
tined wrongly by momentum or political habit. Neither may one con- 
»de the impotence of academic opinion or the certainty that its influence 
ill again be predominantly wrong at the crucial time. 

One merit of these strictures about debt form is that, if sound or if pro- 
sionally accepted, they largely answer our interest problem by indirec- 
on. Borrowing or refunding via consols must mean higher interest 
ites; we must pay people something to give up the liquidity features of 
leir near-moneys. If we will not pay taxes to stop inflation, we must at 
ast pay interest! 

It should not be inferred, however, that the devices proposed will 
scessarily increase the interest burden, real or nominal. Confining bond 
sues to consols, we must pay higher rates, to be sure; but we need not 
ay higher rates on so large a debt. Retiring short-term and redeemable 
sues, we may then safely have more debt in a noninterest-bearing form; 
deed, we should certainly need more money to prevent deflation if we 
spensed with moneys disguised as bonds. Indeed, there is even less 
nse in the Treasury’s paying interest on demand or time deposits than 
permitting banks to do so (whether in cash or in kind). 

Come at in this way, the postwar problem (if not war finance!) be- 
mes readily intelligible and discussible. Our federal debt should be 
funded promptly and totally into currency and consols. In other words, 
e should remedy as rapidly as possible our wartime mistakes as to debt 
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forms. (Our sins of omission taxation-wise cannot, unfortunately, bi 
corrected so easily, if at all. Inflation will prove largely irreversible—al 
though much may be said for stabilizing the indexes rather than thi 
realities, that is, for deflating back to where the indexes tell the truth im 
stead of revising the indexes so that they promptly cease lying wher 
peace comes.) Some people evidently think that, having done ae 
wrong during the war, we should or must go on doing it all wrong afte 

ward. I find little use for the hypothesis that error becomes truth merel! 
by long or consistent practice. 

This leaves the question of how much near-money should be convertee 
into real, honest money and how much into consols. The answer il 
simple in principle and amenable to determination by experiment. It i 
only a matter of implementing monetary stabilization, that is, of doing 
what is necessary to stabilize some sensitive and reliable price index. Th} 
major variable, namely, private investment, is largely an independent 
variable, for fiscal or monetary policy—assuming that thrift is not under 
mined by extreme inflation and internal disorder. Investment is largel} 
a matter of the fundamental security of property, including securit’ 
against monopolies, labor and other. Another major variable is postwa: 
banking policy, especially as to reserve requirements or permitted device: 
of corporation finance. (It would certainly clear the air, however, i 
banks as owners of federal debt were offered simply a two-way choic; 
between “unsupported” consols and fully supported currency.) Finally 
there is the relation between federal tax revenues and expenditures. 

The rule for policy as to consols and currency, that is, for compositios 
of the debt including money, is simply stabilization of the value o 
money. Converting money into consols is an anti-inflation measure; com 
verting consols into money is a reflationary or anti-deflation measure: 
and that is that. The problem becomes difficult or complicated only os 
the assumption that measures taken in other areas of policy will simp! 
prevent stabilization, regardless of debt policy. Considering the amoun 
of debt available to be monetized, the real problem here is uncontrollee 
inflation. Until this whole game is hopelessly lost, however, it is the busi 
ness of debt policy to assume that it will not be lost and to stick to it 
appropriate anti-inflation measures whatever the interest cost. Above al. 
it should both assume and imply that the Treasury intends to stay i 
business, not just for ninety days or ten years but indefinitely, and i issu 
its obligations accordingly. 
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Simple debt management would almost certainly improve policy and 
Gction in other areas. If Congress and the executive could finance expen- 
itures only by taxation, by currency issue, or by borrowing, each in its 
nost straightforward form, we might expect really responsible behavior 
ot only in these matters but in expenditure as well. Currency issue, as 
have argued elsewhere is both a more effective and politically a safer 
neans of reflation or inflation than is (that compounding of opposites) 
ationary borrowing, if only because the process and its possible abuses 
ire generally understood. It would be hard politically to pursue obvious- 
inflationary finance in the midst of actually inflationary conditions. 
Moreover, it would be politically more difficult to hold taxes down or 
»xpenditures up if the obvious cost was borrowing at open-market consol 
rates—with “danger” of having to pay through the nose later on to retire 
che current consol issues. On the other hand, it would be conveniently 
difficult to advocate or to pursue a scheme of combating deflation by sell- 
ing consols to private issuing agencies (banks). The case for currency 
ssue instead of indirect deposit creation would be very clear. 
Many readers will have recorded their categorical dissent from our 
proposals because these all imply a price-index rule or guide for policy. 
persist in the notions that stabilization of the value of money, however 
unrealized, is the only rule or principle of monetary-fiscal policy we have 
ever had, that it is the only rule really available to a democratic society, 
and that only by recognizing and by accepting this rule explicitly can 
legislatures be made responsible financially or business be spared intoler- 
able monetary uncertainty. Be that as it may. One may, I presume, reject 
price-level stabilization without embracing its opposite. Opponents, in 
the main, do not advocate maximum instability or total monetary un- 
certainty. Rather they recommend crossing bridges when we come to 
them, that is, trusting to the authorities of the moment, or crossing, 
bridge or no bridge, and finding the bridge afterward if we did not 
drown. Consequently, it may be of interest to see what kinds of measures 
are consistent with stabilization and what kinds are not, since no one is 
proposing to go squarely in the opposite direction. The important fact is 
that so many people are actually proposing measures or stressing con- 
siderations which lead where no one wants to go. 

Let us first belabor those numerous folk who, while applauding, con- 
doning, or just not discussing the size of our debt, insist on keeping 
down its interest burden. The company is numerous, distinguished, and 
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highly placed, both in government circles and in academic esteem. There 
is, to be sure, a grain of wisdom in their solicitude. First, the Treasury 
should never offer its issues on such terms that radical rationing meas- 
ures are required; bonds should not be distributed like postmasterships. 
Second, the government should never raise interest rates by promoting, 
by encouraging, or by tolerating expectations of price inflation. These 
propositions about exhaust the truth in a mountain of foolishness. The 
truth assay is really very low. 

Subject to these obvious reservations, the Treasury should seek always 
to pay as much interest as possible. (There may be impurities here, but I 
have not found them.) This merely amounts to saying that it should pay 
enough interest to prevent inflation. On the other hand, as a corollary, it 
should also always issue as much money as can be issued without raising 
the price level. Thus, it should simultaneously maximize the rate of in- 
terest payment and maximize the amount of noninterest-bearing issue, 
subject to the same condition, namely, a stable price level or index. 

Since it is difficult to argue about axioms, I shall attempt only some 
elenctic remarks. First, if one wants to minimize the nominal interest 
cost, one may best resort to paper money. It is admittedly improper to 
issue additional currency when inflation is under way. By the same token, 
it is wrong to issue short maturities or, indeed, any debt form save that 
furthest removed from the pure-money category. In such circumstances 
issue-yields will normally vary directly with maturities. Consequently, 
when we want to stop inflation, we should maximize interest rates; we 
should mop up money not with other moneys slightly disabled but with 
money contracts as much unlike money as possible. Conversely, stopping 
deflation, we should issue not near-moneys but the real thing without 
disabilities; and, issuing it, we should displace not near-moneys but as- 
far-from-money-as-possible moneys. 

During actual or imminent deflation, on the other hand, it may be 
better to borrow at short term than at long term; but it is best not to 
borrow at all, that is, to issue merely currency, not only for the desired 
immediate effect but also for long-term safety and minimal national 
misunderstanding. Borrowing is an anti-inflation measure, not a proper 
means for financing reflationary spending. Borrowing is properly a 
means for curtailing purchasing power, private and governmental. To 
use it for injecting purchasing power is (to repeat a figure I have used 
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Wisewhere) like burning the fire engines for heating purposes when there 
3 an abundance of good fuel to be had free. 

To repeat, the right way to lower interest costs is to issue paper money 
which sometimes is and sometimes is not a proper thing to do. 

Let us now argue obliquely from another direction, namely, from the 
tandpoint of the Treasury as central bank (which it alone should be). 
tere is the one aspect of the traditional monetary-fiscal pattern which 
vas been mainly correct—indeed, the only one where perverseness has 
ot prevailed. It is naturally also the phase of action with respect to 
hich orthodoxy is most nearly sound. It is generally agreed that the 
Treasury, at least in disguise, should sell bonds to banks in boom times 
land buy them during severe deflation. This obviously means, in general, 
seeking to maximize capital losses over time, concentrating purchases at 
yond-price peaks and concentrating sales at the lows. (Why such inher- 
ently lossful responsibilities were ever delegated to private corporations, 
{ have never understood.) 

Surely it is logically or heuristically permissible to treat such capital 
losses as part of the cost of servicing the debt. Indeed, in an institution- 
ally well-ordered democracy, based on systematic dispersion of power, it 
would probably seem silly to regard them otherwise. One of the costs of 
living with near-moneys, even though they be no nearer than consols, 
lies in the necessity of forever buying them dear and selling them cheap, 
as monetary stabilization necessitates. Even if we evade the responsibility 
of rapid secular amortization, we must always be prepared to give money 
freely for bonds when they are most valuable and to take money for 
bonds when they are least valuable. 

_ Thus, we may charge that proponents of minimal “controlled” rates 
on our federal bonds are inconsistent unless they also propose to reverse 
traditional rules about open-market operations. Surely the formal interest 
burden could be diminished or offset budgetwise if “perverse” rules of 
Federal Reserve practice were “put straight,” if Reserve Bank capital- 
gain profits were recaptured, and if the revenues thus smartly obtained 
were used instead of taxes to pay bond interest! There should be no 
trouble in selling the scheme, for it only involves asking the Reserve 
banks to make more money and to follow accepted Treasury practice in- 
stead of attempting to stabilize prices—which, behavior notwithstand- 
ing, they have always denied trying to do and certainly have not the 
power to do. Indeed, even for intelligent people, it may seem wise to do 
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everything wrong consistently, since the shortest political route to thesis 
may involve going all the way to antithesis first. 

It is now fitting to pass comment on some minor variants of the antith, 
esis. Some people, while commending and condemning mildly a littld 
bit of everything in practice, have steeled themselves to accept postwar 
refunding into longer if not indefinite maturities but still lack the forti: 
tude to accept possible high costs of debt retirement. Thus, they veer 
toward a consol form for the bondholder but leap back toward money 
for the Treasury via wide or indefinite “call” options. Here the incom 
sistency noted above is just reversed. The advocate of call features, while 
accepting higher interest rates, seeks to avoid the illusory misfortune o 
contingently high bond prices. Escaping one horn of a spurious 
dilemma, he impales himself on the other; or in a better figure, he avoids 
Charybdis by smashing upon Scylla. 

The proper way to avoid high prices for retired debt is to avoid defla- 
tions, that is, to maintain private investment and reasonably attractive 
alternative investment outlets for private funds. Labor and patent mo- 
nopolies, among others, may make this difficult to achieve by monetary 
measures; but debt policy should do its best willy-nilly and stick to its 
price-level guns. If we must have deflations and high consol prices, the 
more the government has to pay for its debt the better. Surely it does 
not aggravate the task of monetizing debt to have opportunely high 
bond prices! With effective monetary stabilization and the sustained 
prosperity which it would assure in a free-market economy, there would 
be no wide sweeps in bond prices. But it will do no good, and some harm, 
to control this monetary thermometer when the task is one of stabilizing 
the monetary temperature. Even penny-pinchers should not complain if 
the community asks high prices to exchange its bonds for non-interest- 
bearing obligations and makes this conversion harmless by its increased 
demand for socially costless liquidity. 

We are asking people now to buy war bonds which it is here tradi- 
tional to default on substantially, via inflation—and with only optimists 
expecting a small default this time. Against this near certainty and the 
enduring risk of further wild inflation, there is the relatively small 
chance of nominal gain through eventual decline of interest rates. This 
remote favorable contingency the call feature is designed to remove! 
Save for indefinite forced lending (and do not suppose there will ever 
be none of it), call features can only raise the interest rate and, besides, 
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eate an implied obligation to support the market, that is, to convert 
onds into money at worst times, if not, indeed, to make them really 
qoney all the time. 

We have proposed, to repeat, that our debt be wholly and promptly 
onverted into currency and consols, in whatever proportion is requisite 
or price-level stabilization. Such action, as already intimated, would 
lace banks in a quandary. They would be loath to take consols because 
f the loss of liquidity. They would be loath to take currency because of 
he loss of interest revenue, unless permitted to compound the currency 
y their own expansion of investments and deposits. The proper answer 
ere is as simple as it is remote from our thinking or from our likely 
ictions. Those institutions which choose cash should find their reserve 
equirements radically increased thereby (to or toward 100 per cent)— 
nd should find their revenues in service charges. Those which choose 
onsols should find their equity requirements increased (also ultimately 
nd ideally to 100 per cent)—and should thereafter become largely or 
xclusively investment trusts. Thus, we only repeat proposals for the 100 
der cent reserve scheme—for which I still have no great enthusiasm save 
is part of a gradualist program whose objective is recognized (and con- 
istently pursued) as gradual reduction and ultimate denial of borrowing 
ind lending powers to all corporations, especially as regards obligations 
o£ short term. 

| Misguided fiscal practice and unguided institutional evolution have 
slaced us in a foolish quandary. Seemingly, we cannot afford prosperity 
or full peacetime employment because they would render our banks in- 
solvent and increase interest costs of our federal debt! Conversely, one 
way to keep our banks solvent and our interest costs at a low level is to 
‘ender private investment so unattractive, and property so insecure, that 
yeople will be glad to hold money and deposits in preference to real 
issets and delighted to buy money in an interest-bearing form. The 
jilemma again is wholly spurious, save for those who deplore increase 
Nn reserve requirements of banks (or our reluctance to accept collectiv- 
sm). The government, instead of worrying about interest costs, should 
covet the large revenues which high prosperity and high interest rates 
wring along—while always eschewing, of course, the too easy route of 
leliberate or permitted price inflation, which must sometime produce 
stronomical interest rates if not eschewed. Let us pray for the highest 
nterest rates consistent with monetary stability—for the highest possible 
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“real” marginal efficiency of capital. Prosperity need not prove insuffer 
able or disastrous. : 

There is urgent need for reducing discussion of monetary and fisca 
problems to simple, common-sense terms. Our financial system is be 
coming simply too elaborate and too complex for the political system 
within which it operates. Both private financial institutions and fiscal 
practice are too complicated for government by law; that is, they are no 
sufficiently amenable to effective control through the democratic proces: 
of action out of discussion and deliberation. Needless complexity in th 
private financial structure is the heritage of bad policies in the past a“ 
should gradually be corrected and removed. Needless complexity i 
government finance can and should be dealt with by prompt, thorough: 
going measures. : 

Taxation, expenditure, pure debt, and pure money are, along witl 
price level, quite intelligible conceptions. If institutional borrowing and 
especially, institutional issue were exclusive governmental prerogatives 
and if these governmental prerogatives were exercised only in the most 
straightforward way, both economists and the public might quickly anc 
wisely distinguish between proper uses and abuses and, thus, democratic 
government might adhere to sound fiscal-monetary policies. The prope1 
first step is simplification of our federal debt. 


DEBT POLICY AND BANKING POLICY* 
By HENRY SIMONS 


THE scheme of putting our federal debt wholly into two forms, consol: 
and currency, is obviously too radical for early political consideration 
Its virtue is that of indicating a direction for policy which, wisely pur. 
sued, would perhaps involve numerous steps and only gradual institu 
tional change. Much can be said for focusing attention upon the radical 
ultimate objective, namely, an economy where all private property take: 
exclusively the forms of government demand obligations (currency o1 
full currency equivalents), government consols (always in process ot 
elimination, save during total war), corporate common stock, and fe: 


* Reprinted, by special permission, from Henry Simons, Economic Policy for a Fre 
Society (Chicago: University of Chicago Press, 1948), pp. 231-39. 
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aterests in real assets (along with an inevitable minimum of business 
ccounts receivable and interpersonal debts). In its more important, con- 
erse aspect, 100 per cent reserve banking is simply 100 per cent equity 
nancing of all incorporated enterprise. No one responsibly proposes 
arly or sudden movement into this financial millennium. But a strong 
ase can be made for moving ahead now in the banking field. Indeed, an 
pproach to 100 per cent reserves now seems indispensable for sound debt 
olicy—if only for the purpose of eliminating the enormous excess re- 
erves which bank holdings of “governments” now actually represent. 
Instead of converting all federal issues into currency and consols, we 
might, as a moderate, practical policy, utilize also a third debt form, 
amely, a completely liquid federal “bond,” continuously redeemable 
ind callable and “on tap” but eligible only for bank ownership and 
equired as reserve against bank deposits. (A fourth form is perhaps 
pecified by implication, namely, a zero-rate issue for the Federal Re- 
erve banks.) All other issues held by banks should be convertible into 
such “bonds” on reasonable terms, for example, at actual cost or at mar- 
<et values as of some specified date. 

_ New reserve requirements (of, say, 60-80 per cent) as to these bonds 
night be superimposed upon existing reserve requirements; preferably 
“hey would take the form of requirements (of, say, 80-100 per cent) as to 
such bonds and deposits in the Reserve banks, with till-money also 
counted toward the requirement. Clearly such requirements should 
ipply uniformly to all commercial banks, not merely to “member 
panks,” and to all savings banks—although a case might be made for 
xempting small, genuinely mutual savings banks. A perhaps adequate 
expedient would be that of making the required reserves a condition of 
eposit guaranty by the Federal Deposit Insurance Corporation—whose 
harges for guaranty might then be radically reduced or eliminated. 

All other federal issues should be declared ineligible for bank owner- 
ship. They should all be converted ultimately into consols or, at least, 
nto very long maturities—if one must make concessions to political 
expediency.... 

A suitable rate of interest for these special “bonds for banks” might 
now be three-fourths of 1 per cent, if new reserve requirements are 
superimposed upon existing requirements, or six-tenths of 1 per cent if a 
single global requirement, satisfiable entirely with such bonds, is in- 
voked. The proper level, in any case, is merely a question of what subsidy 


‘4 


28 THE UNIVERSITY OF CHICAGO ROUND TABLE 


should be paid for banking services, in the form of interest on complete 
ly riskless and perfectly liquid “bonds.” | 
The new reserve requirements, in either form, should be set at a leve' 
designed to freeze present bank holdings of “governments,” and with 4 
view to subsequent adjustment of these holdings in accordance with the 
changes in aggregate bank money which prove requisite for price-leve: 
stabilization. | 
The immediate problem is admittedly awkward. If the new reserva 
requirements are set at moderate levels, one minimizes difficulties with 
respect to particular banks whose holdings of “governments” are excep} 
tionally small—but at the cost of leaving other banks with actual exces: 
reserves that would enable them not only to expand their own loans bu’ 
also to provide other banks with new reserves for multiple expansion. . . | 
Note now the urgent current difficulties which these measures woulc 
resolve: | 
1. They would be uniquely effective in preventing bank-financed inflatior 
of securities and real estate. | 

2. They would eliminate the vast excess reserves which bank-held “govern: 
ments” now represent—and, Federal Reserve policy apart, which bank, 
held short-term “governments” will otherwise continue to represent. A: 
things stand, the banking system has an ominous inflation potential. Bank: 
may obtain the reserves necessary for multiple expansion of commercial 
security, and real-estate loans, not only from the Reserve banks directly 


but also from the Treasury via the Reserve banks, by not replacing federa 
obligations as they mature. | 


3. They would leave the Treasury free to follow, if and as necessary, a suit 
able inflation-checking policy of borrowing from the public at interes 
rates (yields) as high as necessary to the mopping-up of excess liquidity 
The notion that suitable increase of interest rates on consols or long 
maturities involves a threat to bank solvency is probably illusory; but, i 
so, the illusion is widely entertained and affords a powerful inhibition anc 
political argument against necessary measures for combating inflatior 
through debt policy. If borrowing from banks were sharply dissociatec 
from other borrowing, we might expect better practices at both level: 
and better understanding of both tax and debt problems. 


4. They would also bring elegantly under control the awkward problem o 
inordinate bank earnings—and thus eliminate an argument against in 


crease of interest rates that is more substantial than the supposed threa’ 
to bank solvency. 
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They would largely dispose of the vexed problem of inadequate bank 
capital or thin residual equities—and, incidentally, of a plausible, spu- 
rious apology for excessive bank earnings. If deposits were supported 
largely or wholly by completely liquid “governments,” there would be 
little need for much cushion of stockholder equity—save as banks chose 
to operate also as investment trusts with respect to their own capital. 


They would offer a long-term prospect of retiring our interest-bearing 
debt at a more rapid rate, and within a shorter period, than otherwise 
would be possible. Suppose that we shall need, for stability at a proper 
postwar price level, only 100 billion dollars of money and deposits, and 
that, with rising real income, this amount must be increased secularly at 
| 3 per cent per annum to sustain the price level. It thus appears that (save 
for nominal “interest” paid as subsidy for banking services) we might re- 
tire our present interest-bearing debt in thirty to forty years merely by 
extra-budgetary measures, i.e., without having any net excess of tax reve- 
nues over expenditures during that period. Our debt being what it is, 
the government clearly should reappropriate its prerogative of issuing the 
country’s money. 


The immediate problem, to repeat, is that of preventing banks from 
eding inflation in the stock market, in real estate, and in inventories. 
ore broadly, it is that of preventing general banking inflation on the 
sis of liquid “governments” as virtual excess reserves. Still more 
oadly, it is that of removing obstacles, real and illusory, to an anti- 
flationary debt policy of borrowing from the public at the substantial 
terest cost that long maturities or consols would involve, that is, of 
inding our debt into illiquid, unsupported, and firmly held bonds or, 
you please, of paying interest on real debt instead of paying merely 
arding premiums on money in the nominal form of bonds. 

'These immediate problems are urgent and critical, for we probably 
tall have, in the near future, no substantial protection against inflation 
we that which debt policy affords. Even if one accepts the Keynesian 
ictum that inflation should instead be stopped largely or wholly by 
ixation, there is now really little or no hope of securing increases in 
-deral tax rates, save possibly after high interest rates are shown to be 
ie alternative. We shall be lucky to hold present taxes against the in- 
stent political pressure for reduction. Even the quixotic bureaucrats 
tho proposed to stop wartime inflation with their bare hands, that is, 
ith direct controls amid fiscal insanity, have now few illusions about 
cir future potentialities, even for creating illusions.... 
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This much done, by the measures here proposed, there would remai 
interesting long-term questions, notably, the question of whether a 
subsidy for banking services should be continued indefinitely or gra 
ually withdrawn.... a 

A second long-term issue concerns the future of banks as sources 
capital funds for private business. A 100 per cent reserve requireme 
would leave banks free to provide such funds out of their own capite 
It would not preclude combination of the business of providing saf 
keeping and checking facilities with the proper business of investmet 
trusts. Such combination, of course, while requiring great increase 1 
bank capital for large survival of conventional banking business, woul 
facilitate best use of existing enterprises and their established staffs. Bt 
it seems uneconomical to sustain this combination of such widely di 
ferent kinds of business. Services to depositors surely could be rendere 
more cheaply by specialized enterprises, housed in modest premise 
investing mainly in accounting machines, and officered by skilft 
accountants rather than by credit analysts, bond specialists, busine: 
forecasters, and political-financial leaders. 

Even greater advantages of enterprise specialization are apparent whe 
one looks at the other part of the present combination. If banks as lende 
investors were dissociated from banks as depositary-clearing agencie 
the lender-investor enterprises might then focus upon a vital and esse! 
tial function of providing long-term capital and, at best, of providing 
in an equity form. There is now little need for the old type of ban 
lending or the short-term commercial loan. Established enterprises 1 
longer need place their working capital precariously on call; they ca 
finance out of withheld earnings by issuing stock rights or by outrigl 
sale of shares (or bonds); and seasonal variations in working-capit 
needs can be minimized directly or met by trenching temporarily upc 
ample liquid reserves. New or ill-established businesses need long-ter: 
funds, and equity capital above all. Trading on a shoestring of equit 
and under a mass of current liabilities, is largely a thing of the past ar 
should be for banks as well as for their corporate customers. 

If existing banks were suddenly excluded from lending or investir 
activities, their executives might simply be driven to effect a most sal 
tary institutional reconstruction, namely, to establish thousands of loc: 
ized investment trusts. Such institutions might attract a mass of equi 
capital for purposes of equity participation in worthy, smaller, loc 
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iterprises. Big metropolitan banks probably would reorganize, without 
uch change of their staffs and facilities, into big investment trusts, 
ecializing in equities (listed stocks) of great firms that need no such 
stitutional assistance. But smaller banks, whose executives really 
10w something about local or community enterprises, might be con- 
rted into highly useful institutions, mobilizing local funds for local 
vestment, much as building-and-loan associations once did but on an 
ity basis. In other words, the change in question might release a lot 
useful, competent people to perform functions which their present 
stitutional connections preclude their performing adequately or in a 
oper way.... 

The urgent first step, to repeat, is to replace bank-held “governments” 
ith a new low-rate issue, eligible only for bank ownership, guaranteed 
inst any depreciation, available, redeemable, and callable continuous- 
at par, and required as bank reserves to roughly the amount of “gov- 
nments” now held by banks. We should then fund our remaining 
deral debt into consols or very long maturities. In this process it might 
ove necessary, in avoiding imminent inflation, to use such consols to 
duce the amount of bank-held “governments.” Over forty years, how- 
er, it might well be feasible, and necessary in avoiding deflation, 
adually to convert all consols into money and (or) the low-rate issue 
r banks. Over such a period, if not sooner, the rate on this latter issue 
ight well be reduced gradually to zero. Thus we might arrive at or 
proach an economy where all private property consisted in pure assets, 
ire money, and nothing else. This, along with fiscal stabilization of the 
lue of money, is the financial good society. 


The following letters are representative of the views expressed by the Rows 
Tasie audience on “Should We Adopt Compulsory Health Insurance?” broade: 


January 23, 1949. 


Should Be Made Available 


Thanks for your broadcast on govern- 
ment health insurance. There is no valid 
argument against such an administra- 
tion by our government with no exclu- 
sions as to medical and hospital care. 
Like our postal service, it should be 
made available to everyone, with pro- 
vision that anyone may refuse to use it 
if he wishes—A listener fom Seattle, 
Washington. 


Informed Opinion 


So much has been said about a 
national health program—and mostly 
against it—that I am anxious to get 
some opinions from informed people. 
We are often urged to write to our 
congressmen about it to express our 
opinions, and I don’t want to do it with- 
out more information.—A listener from 
Big Rapids, Michigan. 


Cannot Afford Health 
Insurance 


Thank you for making clear through 
your broadcast that we of the U.S.A. 
cannot afford a health plan of unknown 
cost both in money and in loss of indi- 
vidual freedom. Dr. Fishbein is right. 
Please emphasize our American ideals 
to save us from socialism and worse— 
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more and more taxes for politicians 
waste.—A listener from Shaker Heighi 
Ohio. 


Important 


I am plenty interested in nation: 
health insurance. I honestly belie 
that national health insurance will 
adopted—if the people are given 
chance to vote for it. There was a ti 
when we didn’t have a public scho 
system, and only those who could affo 
it sent their children to school. Heal 
insurance is just as important—perha 
more’so, because of what benefit is ed 
cation if one is not able to get the m 
ical care so necessary for a wella 
justed, normal existence?—A listen 
from Minneapolis, Minnesota. 


Favors Health Insurance | 


In times of illness I have spent man 
sleepless nights trying to figure out ho 
to pay the enormous medical expense’ 
Needless to say, this financial worry, il 
time of illness, slows up recovery. I an 
very much in favor of compulsory in 
surance protection—A listener fron 
Minneapolis, Minnesota, 


Paternalistic | 


Being intensely interested in your di 
cussion of compulsory or voluntan 


